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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, in a Summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Exfansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 
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1. Structure and Performance 


Structure 

The converted paper products industry comprises four sub-sectors engaged in 
the manufacture of the products described below. (Printing, publishing, 
graphic arts, stationery and business forms products are not included in this 
analysis.) The primary raw material of production is paper and some 
paperboard, in a wide range of grades, basic weights and finishes. 

Packaging: Paper-based products used to contain and protect goods 
shipped through the distribution system, such as multi-wall bags, flexible 
laminated products, wax-coated papers and moulded-pulp products; 

Specialty Institutional Paper Products: Products used by the service 
industry (hotels, restaurants, fast food outlets, etc.), including place mats, 
plates, cups and filters; 

Specialty Commercial Paper Products: Commercial products used in an 
office or commercial setting, such as telex rolls, computer printout forms, 
drafting papers and label stock; 

Wallpapers: Decorating products, such as pre-pasted dry-strippable paper 
wallcovering (frequently vinyl-coated), sold primarily in the do-it-yourself market. 

Total industry shipments in 1986 were estimated at $1.89 billion, and 
employment stood at about 15 500. Sub-sector statistics are not readily 
available, however, Table 1 gives estimated 1986 data broken down into the 
four major product groupings. 


TABLE 1 
CONVERTED PAPER PRODUCTS INDUSTRY SELECTED STATISTICS — 
1986 


Number of Exports 
Establish- % of as % of 
ments Employees Shipments Shipments Exports shipments 
($ millions) ($ millions) 
Packaging 78 5 500 TAS) 38 22 S 
Institutional ley 4 900 605 32. 36 6 
Commercial 79 4 000 435 22 26 6 
Wallpaper iy, 1 100 eZ Y/, 82 62 
Total 301 15 500 1 891 100 166 oy" 


* This number is a weighted average and not a total. 
Source: ISTC estimate. 


The industry is primarily Canadian-owned, and while there are major 
players in all of the sub-sectors, each contains a significant number of smaller 
companies, which minimizes the domination by any one. 
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The companies comprise a wide range of 
organizational types — from the large, multi-plant, 
integrated multinational to the single-facility, owner- 
managed firm which dominates the commercial and 
institutional sub-sectors. Overall, integration 
between converter and primary producer (i.e., mill) in 
the Canadian industry is much less extensive than for 
Canada's major international competitors. The 
Canadian industry's small business component 
is significant — more than 80 percent of 
establishments employ fewer than 100 people 
but account for 55 percent of total employment. 

This labour-intensive industry is concentrated in 
urban areas near the customer. To illustrate the 
labour intensiveness of the paper-converting industry, 
it has an average of 30.7 employees per thousand 
tonnes of paper consumed as compared to the 
primary producers' fewer than eight per thousand 
tonnes of product. Thirty-one percent of the 
establishments are located in Quebec and 45 percent 
in Ontario. British Columbia has 12 percent, with the 
remaining 12 percent scattered among the other 
seven provinces. 
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In general, the industry serves the domestic 
market, though exports are important to certain 
product lines, wallpaper in particular. Exports 
represent about nine percent of total shipments. 
The United States is the major export market and the 
major competitor, accounting for 90 percent of trade 
in both directions. Despite the sub-sector's modest 
share of industry shipments, wallpaper exports are 
significant, accounting for about 50 percent of 
total industry exports and 62 percent of the 
sub-sector's shipments. 

Export data for flexible packaging is limited, 
but it is estimated that about 20 to 25 percent of 
shipments are exported, mainly to the United States, 
which accounts for 90 percent of exports. Similarly, 
the United States is the major source of imports, 
estimated at about 30 to 35 percent of import 
values (1986). 


Performance 

The industry's growth generally follows that of 
the national economy, though the sub-sectors react 
individually to economic circumstances. During the 
1982-83 recession, for example, the constraints on 
consumer discretionary spending adversely affected 
the packaging, wallpaper and commercial 
sub-sectors. However, the institutional products 
sub-sector, which relies heavily on the food service 
industry, performed well. 

Over the past 10 years, real annual growth for 
the industry as a whole has averaged about five 
percent. Employment, on the other hand, has 
dropped by almost 10 percent as a result of the drive 
to modernization and cost effectiveness. Capacity 
utilization for the industry, as well as within the 
individual sub-sectors, averages about 60 percent, 
though there are variations for particular product lines 
within a sub-sector. Bag production, for example, 
which accounts for 25 to 30 percent of the value of 
the packaging sub-sector, operates at about 45 
percent capacity, while the balance of the sub-sector 
is estimated to achieve between 65 and 
68 percent. 

Despite variations among sub-sectors, product 
lines and individual companies, the overall financial 
status of the industry is reasonably healthy. Although 
raw materials and labour costs have increased faster 
than selling prices, many segments of the industry 
have remained profitable, with gross profits in the 
range of 15 to 25 percent of sales and net profits of 
five to 10 percent. 
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The industry is generally conservative in its 
financial management, with relatively high liquidity 
ratios and low debt-to-equity ratios. The major 
exception Is the paper bag segment of the packaging 
sub-sector, in which the debt-to-equity ratio averages 
1.8:1 as compared to an overall industry average of 
0.6:1. This segment faces a declining market largely 
because of the substitution of plastics for paper and a 
trend towards bulk shipment which has affected 
multi-wall bags. Many paper bag producers have had 
to diversify into plastic bags and acquire new 
machinery (as well as additional long-term debt) 
at a time when profit levels are depressed. 


2. Strengths and Weaknesses 


Structural Factors 

The Canadian market often requires companies 
to produce a broad range of products in various sizes 
for a single customer. This results in more 
downtime, changeover and inventory-carrying costs, 
which affect the efficiency of operations. Canadian 
converters tend to operate with smaller plants and 
are less integrated than their major foreign 
competitors. On the positive side, however, many 
companies have used their experience and ability to 
produce smaller runs with greater flexibility to service 
export market niches. 

Raw material costs (paper) account for 50 
percent or more of the cost of producing most 
converted paper products. An adequate supply of 
the many grades required at internationally 
competitive prices Is a constant concern. 
Traditionally, paper prices in Canada have been 
higher than in the United States as the Canadian 
primary industry suffers from the same lack of 
economies of scale as do the converters. In 
addition, many converters have limited buying 
power and must pay a penalty for small orders. 

Labour costs, productivity and international cost- 
competitiveness are problems facing the industry. 
Traditionally, labour rates in Canada have exceeded 
those of our major competitors (calculated on a 
common currency basis). No single factor can be 
used to explain this fact. However, wage increases 
in the primary industry have put pressure on wage 
rates in the converting industry. These wage 
increases are due to the efforts of workers to achieve 
parity and the presence of integrated producers in 
most sub-sectors of the converting industry. 

In addition, while no specific productivity data are 
available for this industry, indications are that labour 
cost ratios are also lower in the United States 
because of lower wage rates, higher productivity 
(output per hour worked) and less restrictive 
staffing requirements. 


Shipments Employment 
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Because of the generally high volume-to-weight 
ratio (i.e., bulkiness of converted paper products), 
sizable transportation costs also form a barrier to 
international cost competitiveness. For a variety of 
reasons, the cost of transborder movement of 
products traditionally gives a competitive edge to 
U.S. exporters into the Canadian market (mirrored by 
other paper goods). This lack of competitiveness has 
been and remains a matter of concern to Canadian 
companies, who now await the effect of truck and 
rail transport deregulation on their transportation 
costs, both domestic and transborder. 

On the other hand, the Canadian producers’ 
willingness to cater to (relatively) short-run production 
can be useful in tapping market niches in the United 
States. By definition, market niches are characterized 
by short-run orders. They generally emphasize 
service rather than price, though the latter can never 
be ignored entirely. The Canadian reputation for 
quality will also help the industry in pursuing these 
markets. 


Trade-related Factors 

The industry is largely domestically oriented and 
many products were developed behind a wall of tariff 
protection. The United States is virtually the only 
export market. The Canadian tariff rates range from 
seven to 15 percent, as compared to U.S. rates 
which range from 2.5 to 10 percent. The European 
Community (E.C.) rates range from seven to 
12 percent and Japan's from 3.1 to 5.7 percent. 

"Buy America" requirements occasionally have 
affected sales in each of the industry's sub-sectors. 
They have not, however, been major impediments 
to Canadian producers seeking sales in the 
United States. 

The principal provision directly affecting the sub- 
sectors under the Canada-U.S. Free Trade Agreement 
(FTA) is the phasing out of Canadian and U.S. tariffs in 
five equal decrements, commencing January 1, 1989. 
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Technological Factors 

For all practical purposes, production equipment 
used in the industry is imported. Nonetheless, 
companies generally keep abreast of developments 
and, by and large, operate with modern equipment. 
In certain product lines, Canadian firms are strong in 
technology and process capability (e.g., in wallpaper 
and certain packaging products) and have an 
established reputation for quality. The limited 
research and development (R&D) undertaken is 
market driven and concerned largely with product 
and process improvement in response to customer 
needs, rather than basic research. 


Other Factors 

Currency exchange rates have a significant 
impact on the position of Canadian producers 
in relation to their U.S. competitors. A Canadian 
dollar exchange ratio in the range of $0.80 to $0.85 
provides effective protection to Canadian producers 
from loss of domestic market share to U.S. products. 


3. Evolving Environment 


Over the longer term, the industry growth in 
average real demand is expected to follow economic 
growth. The wallpaper sub-sector is forecast to 
experience above average growth because of 
expected strength in export markets (especially the 
United States) and its emphasis on these markets. 
On the other hand, the packaging sub-sector is 
expected to fall below the average because of the 
continuing product substitution as well as product 
and market maturity. Commercial and institutional 
products will likely grow at an average rate. Market 
niches may provide some Canadian producers with 
opportunities for sales in the United States, but the 
total value of these many small markets is not likely 
to be substantial. 

The impact of the FTA will vary with sub-sectors 
and product lines within sub-sectors and, while 
exports of certain products will increase, imports will 
likely rise dramatically. Loss of domestic market 
share is expected to lead to a loss of employment. 

In the case of wallpaper and certain flexible 
packaging products the expectations are better. It 
is anticipated that imports of wallpaper and cloth- 
backed vinyl wallcoverings will rise, but the industry's 
commitment and capability to increase exports 
should compensate for the growth in imports. Some 
flexible packaging products have gained modest 
acceptance in the U.S. market and this export 
potential is likely to be maintained. 

The institutional and commercial sub-sectors 
generally comprise smaller, non-integrated, single- 
production-facility companies with broad product 
ranges. Under the FTA, there would be a tendency 
for large-volume Canadian buyers to purchase 
requirements for national distribution from the larger, 
more price competitive U.S. suppliers. 
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4. Competitiveness 
Assessment 


Most Canadian products in the industry's 
sub-sectors are not competitive with U.S. goods in 
that market because of the heavy cost disadvantages 
in raw material, labour and transportation which face 
Canadian producers. On the other hand, Canadian 
wallpaper products are strongly competitive 
in the U.S. market and have achieved good 
market penetration. 

Some success has also been achieved in market 
niches such as flexible packaging products, but these 
have a limited ability to generate substantial sales, 
now or in the future. The Canada-U.S. dollar 
exchange rate has a significant influence on the 
competitive position of Canadian producers with 
their U.S. counterparts. A stronger Canadian 
dollar would adversely affect even the successful 
wallpaper exports to the United States, and loss of 
export markets would be particularly serious for 
wallpaper producers. 

While some opportunities for increased exports 
will result under the FTA, on balance, the impact will 
be largely negative for most sub-sectors. 


For further information on the subject matter 
contained in this profile, contact: 


Resource Processing Industries Branch 
Industry, Science and Technology Canada 
Attention: Converted Paper Products 
235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-3080 
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PRINCIPAL STATISTICS SIC(s) COVERED: 2733, 2791, 2792, 2799 (1980) 


S72 1982 1983 1984 1985 1986¢ 


Establishments 213 DT 287 287 290 301 
Employment 16000 14900 15000 15800 16000 15500 
Shipments ($ millions) 431 1 404 1 521 1 667 1 761 1 891 


ISHS 1982 1983 1984 1985 1986 


Exports ($ millions) V7 147 156 166 150 166 
Domestic shipments ($ millions) 414 | ay i365 1 501 1611 | 2s 
Imports ($ millions) 1s 22 146 153 IS 174 
Canadian market ($ millions) 429 1 379 bom 1 654 1 768 1 899 
Exports as % of shipments 4 10 10 10 8 S 
Imports as % of domestic market 3 g 10 9 i) 9 
Source of imports WES? EG Asia Others 
(% of total value) 
1982 90 1 1 8 
1983 90 1 1 8 
1984 90 1 1 8 
1985 90 2 1 I 
1986 90 2 1 7 
Destination of exports UES. EG: Asia Others 
(% of total value) 
1982 90 1 1 8 
1983 90 1 1 8 
1984 90 1 | 8 
1985 90 1 2 7 
1986 90 1 2 7 


(continued) 
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Atlantic Quebec Ontario Prairies BiG 
Establishments — % of total 4 31 45 8 12 
Employment — % of total 2. 29 63 1 S 
Shipments — % of total 2 29 63 1 5 


Name Ownership Location of Major Plants 
Packaging 
Aspamill Inc. Canadian St-Laurent, Quebec 
Bonar Packaging Ltd. British Fredericton, New Brunswick 
St-Laurent, Quebec 
Burlington, Ontario 
Calgary, Alberta 
DRG Packaging British Toronto, Ontario 
Twinpak Inc. — Flexible Canadian Cap-de-la-Madeleine 
Packaging Division and Dorval, Quebec 
Brantford, Ontario 
Calgary, Alberta 
Vancouver, British Columbia 
Institutional 
Canada Cup Inc. American Brampton, Ontario 
Dover Industries Ltd. 
— Bondware Division Canadian Toronto, Ontario 
J.H. McNairn Ltd. Canadian Whitby, Ontario 
Perkins Papers Ltd. Canadian Laval, Quebec 
Commercial 
Appleton Papers Canada Limited American Peterborough, Ontario 
Cutting International Limited Canadian Toronto, Ontario 
Eastern Coated Papers Ltd. American Dorval, Quebec 
MACTAC Canada Ltd. American Brampton, Ontario 
Wallpaper 
Les Papiers-Peints Berkley Inc. American Sherbrooke, Quebec 
International Wallcoverings Ltd. Canadian Brampton, Ontario 
North American Decorative 
Products Inc. Canadian Brampton, Ontario 
Sunworthy Wallcoverings American Brampton, Ontario 


e ISTC estimate 


Note: Statistics Canada data have been used in the preparation of this profile. 
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